STATE OF MAI NE Docket No. 97-670
PUBLI C UTI LI TIES COW SSI ON
February 20, 1998

MAI NE PUBLI C SERVI CE COVPANY ORDER
Di vestiture of Generation Assets

VWELCH, Chairman, NUGENT and HUNT, Conmi ssioners

I. SUMMARY

We approve Maine Public Service Conpany’s (MPS or the
Conpany) plan to divest the Conpany’ s generation assets. W do
not nodify MPS's plan to sell its assets to the highest bidder
because the bid process is reasonable and MPS may reject the bids
for any or all of the generation assets. |In evaluating bids, MS
shoul d consider the risks and benefits associated with selling
its Tinker Generating Station and the market power concerns
described in this Oder

11. BACKGROUND AND PROCEDURAL HISTORY

The MPS el ectrical systemis strengthened by
i nterconnections with New Brunsw ck, Canada, which all ow
el ectrical support fromthe New Brunswi ck Power Corporation (NB
Power). However, unlike Central M ne Power Conpany (CWP) and
Bangor Hydro-El ectric Conpany (Bangor Hydro), MPS is electrically
isolated fromthe area controlled by the Independent System
Oper at or- New Engl and (1 SO NE) and nust nove power through NB
Power and Mai ne El ectric Power Conpany (MEPCO to transact within
| SO NE. The transm ssion capacity between MPS and NB Power is
200 MWwhen all lines are in service and 72 MVif a line is out
of service. Froman econom c perspective, the ability to sell
across New Brunswick is further limted because, while NB Power
does have open transni ssion access, access i s obtained at
relatively high transm ssion rates.

Al MPS transactions into the area controlled by |1 SO NE are
wheel ed t hrough New Brunswi ck and then over the MEPCO
transm ssion line. According to MPS, the Conpany coul d deliver
as much as 100 MWor as little as 0 MWto | SO NE, dependi ng upon
the status of generating units and transm ssion lines in Canada.
For stability purposes, sales north to south have historically
been required to enable MPS to nake purchases fromthe south.
However, there are severe limtations on the ability to inport
power fromthe area controlled by ISONE into MPS' s territory
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because of constraints on the MEPCO line. Gven the cessation of
stability flows in 1997, firm power cannot now be purchased from
the south. Non-firm power can be purchased when other factors
that affect the MEPCO Iine, such as |oad in New Engl and
generation in Maine and other flows on the MEPCO |line, allow.

Wth the passage of “An Act to Restructure the State's
El ectric Industry” (the Restructuring Act), MPSis required, wth
certain exceptions, to divest all generation assets and all
generation-rel ated business activities by March 1, 2000. P.L.
1997, c. 316 enacting 35-A MR S. A 8§ 3204(1). The Restructuring
Act requires the divestiture to be acconplished according to a
pl an submtted to the Conmi ssion for review. The divestiture of
generation assets is inmportant both to ensure effective
conpetition and to val ue generation assets for purposes of
measuring stranded costs.

On Septenber 9, 1997, MPS filed its plan to divest its
generation assets. Under its plan, MPS is offering to sell its
generation assets and power entitlenents to an unaffiliated buyer
for cash consideration. MS has begun soliciting bids and
expects to conplete the process by April 10, 1998. MPS has hired
Stone and Webster Managenment Consultants, Inc. to assist the
Conpany in its sale efforts. Stone and Wbster was sel ected
because of its experience with generating sale activities in New
Engl and and California, as well as its famliarity with the
Conpany.

MPS has a total of 109.8 MW of generation resources
i ncluding 35.8 MNVof hydro-electric and 55.9 MW of thernal
resources. The specific assets offered for sale are:

 MIlinocket Lake Storage Dam

e Squa Pan Dam including storage and 1.4 MW of
hydro-el ectric generating capacity;

e Caribou Generating Station, consisting of 23.0 MW of oi
fired steam capacity, 7.0 MNVof diesel capacitiy and 0.9
MV of hydro-el ectric capacity;

e 4.2 MNVof diesel power at Flo’s Inn Generating Station
and a dismantl ed diesel unit at Houlton Generating
Station;

A 3.3455% interest, equivalent to 20.7 MN in the Wnman
Unit No. 4 oil fired thermal plant in Yarnouth, Mine;
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* Rights to the output of a 18.1 MW biomass plant currently
under a purchased power agreenent between
Wheel abr at or - Sher man Ener gy Conpany (Weel abr at or Sher man
or WS) and MPS;

e 34.5 MWTinker Station, which includes 33.5 MN of
hydro-el ectric capacity and 1 MNof diesel capacity.

The Tinker Station is |located on the Aroostook River in
Aroost ook Junction, New Brunsw ck, across the border from Fort
Fairfield, Maine. The Tinker Station is owned and operated by a
whol | y- owned subsidiary of MPS, Maine and New Brunsw ck
El ectrical Power Conpany, LTD. The properties of MPS and the
subsidiary are operated as a single integrated system The
subsidiary sells to MPS the energy not needed to supply the
subsi di ary’ s whol esal e New Brunswi ck custoner, the Town of
Pert h- Andover. The Perth-Andover contract is a full requirenents
contract. The contract termis through Decenber 31, 2004, and is
automatically renewed every 5 years unless and until either party
gives the other witten notice to termnate the contract. The
Pert h- Andover sales for 1996 were 29,551 MMH with a peak | oad of
8.4 MW The subsidiary al so owns transm ssion assets connecting
the Tinker Station to the MPS service territory and an
i nterconnection with NB Power. The Tinker Station is being
offered in three options:

* purchase 100% ownershi p of the subsidiary, including the
generation, transm ssion and ot her assets;

e purchase only the generation assets, the Tinker
Generating Station

* purchase only the rights to the output of the Tinker
St ati on.

The Conpany states that its goal in selling its assets is to
maexi m ze the sale price and thereby reduce the Conpany’s stranded
costs. The Conpany is using a public bidding process to solicit
bids froma | arge nunber of potential bidders, both in the United
States and Canada. |Its first step was to issue a “teaser”
letter. Interested bidders were then sent an offering nmenorandum
whi ch describes in nore detail the generation assets being sold
and the transaction process. Bidders were invited to a data room
to inspect the Conpany’s records on its generating assets and to
i nspect the generating plants and storage danms. By QOctober 27,
1997, bidders were required to submit a non-binding statenent of
qualifications indicating their capabilities to operate and
mai ntain the generating assets and to consunmate the transaction.
On Novenber 10, 1997, MPS notified qualified bidders to comrence
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their due diligence activities with binding bids being due on
January 15, 1998. (Qualified bidders were determ ned based on
their financial and technical qualifications. MS intends to
conpl ete negotiations with the bidders by April 10, 1998. The
Conpany intends to select the bid or conbination of bids that
maxi m zes sal e revenue and m nim zes stranded cost resulting from
the divestiture. Bidders have the option of offering the sal e of
t he output of the sold plants back to MPS through February 29,
2000.

Timely petitions to intervene were filed on behalf of the
Publ i c Advocate and \Weel abrator-Sherman. Late filed petitions
to intervene were filed on behalf of Tractebel Energy Marketing,
Inc. and the Industrial Energy Consumer Goup (IECG. Al
petitions to intervene were granted. A hearing and oral argunent
was held on Decenber 18, 1997, in which the testinony of Conpany
W t nesses Fred Bustard, David Hol abird and Ti not hy Brown was
heard. M. Bustard explained that the Conpany had recently
contracted for replacenment energy and capacity with two entities,
Al ternative Energy, Inc. (AEl)! and Hydro- Quebec (HQ . The
contract wwth AEl provides MPS with the ability to neets its | oad
requi rements in excess of the anmount served by the conbined
output of the Tinker Station and the Weel abrat or - Sher man
contract. The Hydro- Quebec contract allows the actual anount of
power delivered to vary widely, up to 130MN MPS has al so
entered into a marketing agreenent with C nergy Corporation of
Ohi o whereby Cinergy will market surplus energy acquired by MPS
under the Hydro- Quebec and AEl contracts. By taking up to the
maxi mum out put pursuant to the Hydro- Quebec contract, MPS could
fully replace the output associated with the generating assets
presently for sale.

I11. REVIEW OF MPS*S PLAN

MPS s divestiture plan is adequate, consistent with the
Restructuring Act and reasonable on its face.?2 In general, MPS s
di vestiture plan bears a strong resenbl ance to the plans
devel oped by other utilities in New England includi ng New Engl and

YAEl owns a 37 MWgeneration facility in Ashland, Mine.

2The Commission has relied, in part, on the report by Econsult
Corp., the Conmission’s consultant in this proceeding, to
identify issues we are likely to address in the next phase. The
Commi ssion considers that report to be a sound articul ati on of
the issues that the Comm ssion should consider. Except to the
extent stated in this Oder, however, the Comm ssion neither
endorses nor disputes any of the conclusions set forth in that
report. W attach a redacted copy of the consultant’s report to
this Oder.
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El ectric System (NEES), Boston Edi son, Eastern Uilities
Associ ates, and Central Mine Power Conpany.

A Pl an Devel opnent and Desi gn

Overal |, the conponents of MPS s plan, including the
of fering menorandum information distribution and scheduling, are
adequate. Principal elements of the asset divestiture process
i nclude sel ection of an advisor, devel opnment of a marketing
strategy, packaging the assets and fornulating a bid procedure,
advertising or marketing to potential purchasers, and conparison
of other divestiture options.

MPS began its process with the selection of Stone and
Webster as its advisor. Unlike other conpanies such as CVWP and
NEES, MPS did not retain an investnent banker. G ven the snall
size of MPS's assets, the simlarity of MPS s plan as conpared to
ot her conpani es, and the inportance of transm ssion constraints
in evaluating its assets, MPS s decision to proceed w thout an
i nvestnent banking firmis reasonabl e.

MPS used a single bid process. The interest-building
component of MPS s plan began with a series of public
announcenents about the sale. MPS developed a list of potenti al
bidders it believed had genuine interest in the assets and
contacted them The targeted bidders were al so advised that an
of feri ng nmenorandum and a docunent center were avail abl e.

Wth the possible exception of omtting details
regardi ng the status and provisions of the \Weel abrat or - Sher man
contract, MPS' s O fering Menorandum contains information that is
adequate for potential bidders to make a decision regarding the
seriousness of their interest in MPS' s assets. The data are
conpl ete and presented in an objective manner, enphasizing the
strengths of the asset offerings but disclosing rel evant
i nformati on concerning potential weaknesses. The additional
information resources nmade avail abl e al so appear consistent with
i ndustry practice. The availability of MPS s information room
and due diligence opportunities are clearly disclosed and are
subj ect to reasonable confidentiality restrictions. MS's
proposed tine frane is consistent with the periods w thin which
t he sal e processes of CWP, NEES and Boston Edi son were conpl et ed.

MPS' s one-bid sale process is adequate in |light of the
size of the MPS asset portfolio. MPS granted an extension at the
request of one party so that binding proposals were due January
15, 1998 instead of Decenber 8, 1997. MPS' s delay in the process
to accommopdat e additional bidding is reasonable to take advantage
of opportunities to maxim ze value for ratepayers.
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Based on statenents in the oral argunent, MPS appears
to have been successful in soliciting bidders from other New
Engl and sal e processes as well as potential Canadi an purchasers.
Coupled with the extensive publicity that acconpani ed the
mandat ed di vestitures in New Engl and, nost potential bidders were
i kely aware of the proposed asset sales. MPS di d not discuss
the option of an asset-by-asset auction as an alternative
strategy in selling its generating assets. Like CWP, MPS bundl ed
its generation assets into packages defined by type of facility.
Al facilities of a given type -- fossil, hydro, and power
purchase agreenents -- are offered as a group.® However, because
MPS s assets are small both in nunber and aggregate capacity, its
bundling is al nost equivalent to an asset-by-asset sale.

As to other neans for divestiture, MPS addressed the
possibility of a generation subsidiary spin-off during oral
argunment. Counsel for MPS stated that a spin-off would not be
benefici al because of high transaction costs, market perceptions
of value and environnmental issues. W agree that transactions
costs for an entity the size of MPS would Iikely be
di sproportionate and render the option uneconom c. Consequently
we do not address the other reason cited by MPS for rejecting a
spin-of f.

B. Timng of the Sale of Generating Assets

MPS has proposed to proceed i medi ately with
i npl ementation of its plan for selling its generation assets.
MPS has proposed a schedule that will allowit to conplete its
di vestiture transactions before the end of 1998. From
rat epayers’ perspective, timng issues are different for the
various MPS generation assets.

1. Wman
Timng issues for Wnman involve ensuring that MPS
has the option to sell its share of Wnman as part of CW's

di vestiture of its Wman ownership. Therefore timng of MPS s
sal e of Wman depends upon the CVMP process. Gven that CWP is
going forward now, MPS' s desire to sell Wman during a simlar
time frame is reasonabl e.

2. Ar oost ook County Fossil and Hydro Plants

Timng i ssues associated with the plants
physically | ocated in Aroostook County are not significant froma
rat epayer perspective because these plants produced only 1% of

®The Tinker Hydro-Electric Station includes 1 MV of diesel
generati on.
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MPS s energy in 1996. Al MS-owned fossil and hydro plants
physically | ocated in Aroostook County are small and ol d.

Pursuant to statute, MPS nust divest these plants prior to March
1, 2000. For these assets, a sale in 1998 rather than 2000 woul d
not have a significant inpact on MPS s stranded costs or on the
devel opnent of conpetitive markets.

3. Ti nker

The Restructuring Act does not require that MPS
di vest the Tinker Station, because Tinker is |ocated outside of
the United States. The Act does require MPS to sell at least its
entitlenment to the output of Tinker after February 28, 2000, in
accordance with Commi ssion rules.* In recognition of this
exception, MPS has offered potential buyers three options for
Tinker: (1) purchase of its subsidiary, Mine and New Brunsw ck
El ectrical Power Conpany, Ltd, which includes Tinker Station
generating assets, as well as transm ssion assets; (2) purchase
of the Tinker Station generating assets only; and (3) purchase of
the output of the station for a period selected by the bidder.
Thus, MPS has retained sufficient flexibility to sell the
physi cal assets if a high enough bid is received. |f MPS does
not receive a sufficiently attractive bid, it could sell the
entitlenment to Tinker capacity and energy for a relatively short
time period, and then either rebid this entitlenent or sell the
physi cal assets.

A final sale of MPS s Tinker assets now coul d
[imt flexibility in the event retail markets do not develop in
MPS s territory. As discussed further in this Oder, the market
structure and |likely market conditions of MPS's territory will be
different, and nmay be constrained, relative to territories in
NEPOOL. Moreover, a final sale of the Tinker assets now woul d
| ock in the associ ated market value and stranded cost and expose
MPS' s ratepayers to the risk of market prices rising.

I n any subsequent case in which MPS seeks our
approval for a sale of Tinker, we will consider the follow ng
guesti ons:

1. Wuld a delay in the sale of the Tinker
Station assets |ikely benefit ratepayers through
realization of a higher sales price once retai
mar ket s devel op i n Canada?

2. Shoul d Tinker Station be used as a hedge for
ratepayers, by selling only entitlenents to its
output for relatively short tine periods to

“See 35-A MR S. A § 3204(1)(c) and § 3204(4).
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protect against the contingency that conpetitive
mar kets do not develop in northern M ne because
of its electric isolation?

3. Should any final decision on the disposition
of Tinker Station be delayed until the Conm ssion
has conpleted its study involving transm ssion
capacity to northern Maine and the efficacy of
conpetitive markets in the region?

We expect MPS to consider these issues as it
proceeds and address each in any subsequent filing for sale
approval. W discuss each issue in nore detail bel ow

a. Del ay selling Tinker assets

Unli ke plants in the area controlled by
| SO-NE (such as Wnman) where deregul ated markets will soon
devel op and where retail demand will exist for energy and
capacity produced by the plant, the sale market for Tinker’'s
output is uncertain. Unless a high price can be realized for
Ti nker, ratepayers may be better off if MPS sells entitlenent to
the output for a relatively short-termperiod, and sells the
physi cal assets at a |later date when nmarkets are nore devel oped,
or nore certain.

At present, energy sales fromthe Tinker
Station into the enmerging markets in the area controlled by
| SO NE woul d be constrai ned by both physical and econom c, or
institutional, factors. The physical constraints are the limts
di scussed earlier regarding flows over the MEPCO |line. Economc
or institutional factors arise because the plant is outside of
the area controlled by ISO-NE and its cost nust include an adder
for transm ssion that conpeting plants | ocated in I SO NE do not.

If the nost likely markets for the output of
Ti nker are the markets in Canada and Aroostook County, the size
of the retail market and the effect of transm ssion costs may
depress Tinker’s value. Selling into Canadian markets from
Tinker primarily involves constraints related to devel opnent of
retail markets, as well as high transmi ssion rates. At present,
Ti nker cannot be sold into retail markets in Canada by any
suppl i er except an existing Canadian utility. According to MPS,
retail access in Atlantic Canada is a mininmum of five years away.
Therefore, if Tinker’s output is sold in Canada by any entity not
a Canadian utility, it would be only into whol esal e markets.
Further, there may be market limtations even at the whol esal e
| evel because of high transm ssion rates across New Brunsw ck.
Currently, NB Power’s transmission rate is $40/ KW year.
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Transm ssion costs at such a high level could nmake it difficult
for Tinker to conpete in Canadi an whol esal e nmar ket s.

NB Power itself could be a potential market
for the Tinker power on a whol esal e basis. However, a review of
1996 data denonstrates that this may not be a very attractive
option. MPS sold 19,743 MM to NB Power at an average price of
only $11.40/ MM. Even if this price primarily represented
surplus off-peak energy, the price is |ow conpared to NEPOOL
prices for simlar energy.

The final option for Tinker output is
northern Maine, conprising primarily MPS' s service territory.
MPS nust continue to supply the capacity and energy needs of its
customers prior to retail access and, after retail access,
deliver electricity to its current custoners as direct retail
purchasers. Prior to March, 2000, sales opportunities into
northern Maine could be |imted because of the surplus resulting
fromMPS s contracts with Hydro- Quebec and AElI. W thout any
significant market in northern Maine for Tinker, particularly in
the near term its full value mght not be realized by a sale at
this tine.

b. Use of Tinker as a ratepayer hedge

Unlike the situation in the CVP divestiture,
where its custoners and assets will be part of the | SO NE market,
t he devel opnent of functional conpetitive markets is |less certain
in northern Maine. Gven this uncertainty, it is possible that
rat epayers would benefit if MPS proceeded cautiously, selling
Tinker entitlenents for relatively short periods rather than
selling the assets now. This would allow a future eval uati on of
how actual markets are operating in the region. |f markets are
not functioning in an effectively conpetitive manner, Tinker
woul d remai n avail able to MPS rat epayers.

If conpetitive markets do not develop in
northern Maine, MPS ratepayers could face a situation whereby
potential suppliers (then unregul ated) possessed market power.
As discussed previously in this Oder, such factors as severe
transm ssion constraints and econom ¢ and institutional barriers
i ndi cate the market conditions for customers in northern M ne
may be di fferent and, perhaps, |ess advantageous than for
customers in other parts of the State. MPS and the
consunmer-owned utilities in northern Maine are a small part of a
mar ket over whi ch Maine has inconplete control.> Proceeding

®The northern Maine area is mainly Aroostook County. The
rel evant market includes northern Maine and parts of Canada. The
Mai ne portion of this market is roughly one and one-half tines
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cautiously in inplenenting the policies enbodied in the
Restructuring Act, such as to delay final sale of the Tinker
assets, could provide a hedge for ratepayers while a conpetitive
mar ket develops in the region. Once it is clear that the market
is functioning with conpetitive prices available to ratepayers in
nort hern Maine, Tinker could be divested.

W have not concluded at this point that MS
shoul d del ay sale of the Tinker assets. At such tinme MS
proposes to divest Tinker we will address the question of whether
the timng and formof its proposed divestiture maxi mze Tinker’s
val ue and adequately protect MPS s ratepayers fromthe risks
di scussed herein.

C. Sal e of Tinker before the nmarket power study
and the northern Maine transm ssi on study

Di vesting the Tinker Station assets now coul d
also limt the Commssion’s flexibility to fashion solutions to
i ssues which mght arise in the market power study and northern
Mai ne market viability study, both of which the Comm ssion is
currently conducting at the direction of the Legislature.®
Selling the Tinker assets now would forecl ose a significant
opportunity for adjustnments in policy or inplenentation with
respect to retail conpetition for the portions of Miine that are
not part of the area controlled by I SO NE

C. MPS s Proposed Sal e of Wheel abr at or - Sher nan Capaci ty
and Energy

The Restructuring Act directs investor-owned utilities
in Maine to sell their entitlenents to capacity and energy from
power contracts as of March 1, 2000. For MPS, this neans it mnust
sell its entitlenent to capacity and energy fromthe
Wheel abrator-Sherman facility. Al though not required by statute,
MPS has included this sale as part of its divestiture plan at
issue in this proceeding. As part of its divestiture process,
MPS has requested bids on WS and asked bidders to propose the
purchase term

We addressed this issue generally in our Oder
approving CMP' s divestiture plan issued January 14, 1998 in
Docket No. 97-523. As we stated in that case, selling the output
of purchased power contracts through their term or for |ong

MPS s | oad, and includes MPS, Eastern Miine Electric Cooperative,
Houl ton Water Conpany (El ectric Departnent), and Van Buren Light
& Power District.

®See 35-A MR S. A § 3206 and P.L. 1997, ch. 447.
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periods at a tine, represents a risk to ratepayers. In contrast,
a short termsale coupled wth subsequent re-bids provides a
hedge to ratepayers agai nst increasing market prices as well as
probl ens, perhaps unique to MPS and the northern Maine COUs, with
mar ket devel opnment. Short-termbids for the WS output may al so
be affected |l ess than |onger term bids would be by uncertainty
arising from Weel abrator-Sherman’s ability to close the plant at
its sole discretion.” W also note a concern about a sale of WS
output during the pre-March 1, 2000 period due to the presence of
MPS' s purchase contract with HQ During the pendency of the HQ
contract, it is difficult to see any advantage to such a sale.
Specifically, if a purchaser bids a price less than the HQ
effective price, MPS would be better off not selling but
retaining WS and reduci ng HQ purchases. On the other hand, no
bi dder woul d rationally bid nore than the HQ price because it
woul d likely have to resell the power at prevailing market
prices, which as discussed in the attached consultant’s report,
will be driven by the HQ contract.

As in our decision approving CM s divestiture plan,
t hese concerns do not cause us to reject MPS s plan. However,
MPS shoul d be cogni zant of these issues as it goes forward. At
the time MPS proposes to sell its entitlenent to WS capacity and
energy, we will evaluate whether the formand timng of its
proposed sale is reasonabl e.

D. Mar ket Power

1. Cenerati on Mar ket

In our approval of the CWP divestiture plan, we
concluded that a sale of generating assets that results in
opportunities for the exercise of market power would be contrary
to the goals of the Restructuring Act. However, we al so
concl uded that concern that the ultimate sale may result in
mar ket power is not grounds to reject the divestiture plan. W
reach the sanme conclusion for MPS s divestiture plan. W express
agai n our serious concern that the sale of utility assets not
result in concentration of market power to the detrinent of Mine
consunmers. We will closely scrutinize any proposed asset sale
MPS presents to ensure such concentrati on does not arise or is
not significantly worsened by the manner in which Maine's
generation assets are divested.

"The revised Agreenent between MPS and WS would allow WS to
suspend its performnce under the Agreenent upon 30 days noti ce.
Thi s Agreenent was recently approved by the Comm ssion in Docket
97-727. Approval of the Finance Authority of Miine is pending.
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The factors that define MPS s market structure and
the issues relevant to market power are different for MPS than
for CMP. Market structure is initially defined by the physical
characteristics of avail able generation and transm ssion. W
descri bed the constraints that affect the inport and export of
power between | SO NE and the New Brunsw ck-northern Mine region
above. Although there is adequate transm ssion capacity across
t he MPS-New Brunswi ck interconnection to serve nost (if not all)
of the load requirenments of northern Miine from supply outside
the region, constraints on the MEPCO |ine and econom ¢ and
institutional factors, primarily in New Brunsw ck, effectively
render northern Maine a distinct market area for purposes of
mar ket power anal ysi s.

The relevant market is further defined by the
nunber and size of the conpetitors in that market. Al though Nova
Scotia Power Corporation and Hydro- Quebec can physically deliver
power to northern Maine, NB Power’'s relatively high transm ssion
rates and its apparent ability to increase those rates
unilaterally nmake the long term participation of those two
entities in the northern Maine market uncertain. The other
conpeting suppliers are NB Power, the future owner(s) of the
assets and contracts now owned by MPS, the owner of Aroostook
Val l ey Electric Conpany (AVEC), and AEI. Conpetitors on the
Canadi an side of the interface can physically deliver up to 200
MV of power to MPS's territory, i.e. the tielimt. Conpetitors
on the Maine side can each offer |esser anounts.

G ven the size of NB Power’s resources in this
mar ket, together with its control of the gateway, there are
mar ket power concerns that go beyond what the Conm ssion could
affect in the context of MPS s divestiture. Nonetheless, the
di vestiture may present us with a unique opportunity to ensure
that an al ready high market concentration go no higher. In
addition, MPS s divestiture presents us with an opportunity to
exam ne whether strategies to decrease the concentration, such as
by splitting up MPS' s assets anong nore than one buyer, would be
beneficial .

In a market as small as the one considered here,
even smal |l changes in market concentration, especially accretions
to market share by one of only a few market participants, may be
significant. Thus, sale of one or nore of MPS' s assets to a
participant currently in-market could nmake an already highly
concentrated market significantly nore so. A sale of all MPS' s
assets or entitlenents to a single buyer not currently in-market
woul d sinply perpetuate the existing |evel of market
concentration. A sale of the principal MS supply entitlenents
(the Tinker and Weel abrat or-Sherman contracts) to separate
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entities not currently in market could increase the nunber of
suppliers and | essen concentration in the market.
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2. Renewabl es Mar ket

The Act requires that 30% of the supply resources
for each conpetitive provider be derived fromrenewabl e sources.
This requirenent effectively defines a separate product market
for renewabl es. Because the structure of the renewabl es narket
is unclear at this point, we discuss market power in a renewabl es
mar ket defined simlarly to MPS' s generation market, and one that
al so includes the area controlled by |I SO NE

MPS currently controls a significant portion of
t he avail abl e renewabl e supply in northern Maine. |If the
renewabl e market is defined by supply in northern Mine, sale of
all of MPS s renewabl e assets in one bundle would sinply transfer
this market share to the buyer. |If the relevant market for
renewabl es is broader, including other New Engl and and Canadi an
suppliers, our concern will be whether a proposed purchase of one
or nore of MPS s renewabl e assets woul d cause an unacceptabl e
increase in market concentration. This could occur if, for
exanple, a current in-market participant with an already |arge
share of the renewabl e supply proposed to purchase MPS s
renewabl e assets, or WS s output. W will exam ne nmarket power
in the renewabl es market at the tinme MPS proposes to sell one or
nore renewabl e asset or contract.

IV. CONCLUSION

MPS s divestiture plan is approved. WMPS shall proceed to
di vest its generation assets in accordance with this plan, and in
a manner that addresses the concerns raised by the Comm ssion in
this O der

Dated at Augusta, Miine, this 20th day of February, 1998.

BY ORDER OF THE COWM SSI ON

Dennis L. Kesch
Adm ni strative Director

COMM SSI ONERS VOTI NG FOR: VEELCH
NUGENT
HUNT



